





Whether overvaluation is caused by appraisal fraud or inaccurate AVMs, it is clear “that
consumers may be harmed, sometimes grievously, when they take on more mortgage debt than
their homes are worth.”” It is now accepted that self-policing in the mortgage industry pre-2007
simply did not work.'® Maintenance of high appraisal standards for as many homeowners as
possible is a bulwark against another market downturn.

Yet, the banking agencies have proposed replacing professional-quality, federally-regulated
appraisals with loosely-defined “evaluations.” The standards for evaluations are weak and
vague. They may be conducted by bank employees'' and appear to allow reliance on AVMs so
long as the evaluator also visits the property.'* Bank employees do not have the same specialized
training as appraisers. AVMs are also unregulated and lack consistent reliability, especially in
certain areas.”” The proposal would be a dangerous return to self-policing and would expose
thousands more borrowers and investors to shoddy origination practices and increased risk of
foreclosure.

Some claim that the proposed change is necessary to alleviate a shortage of appraisers. But in
reality, there is no nationwide shortage. According to data from the Appraisal Subcommittee of
the Federal Financial Institutions Examination Council, the total number of appraisers has
generally kept pace with mortgage originations.'* While there has been a decline from the 2007
total, that decline mirrored the volume of originations. Closer examination shows that the
decline was mostly among licensed appraisers—the lowest skill level. The decline was much
smaller among certified residential appraisers and the number of certified general appraisers—
the highest skill level—actually increased. Now that the Great Recession has ended, mortgage
originations are still well below 2007 levels. But since 2015, the number of first-time exam
takers for certified and licensed appraiser jobs has been growing.15 Additionally, in March 2018,
the Appraisal Foundation lowered the requirements to become an appraiser, which should help

? McFarland v. Wells Fargo Bank, N.A., 810 F.3d 273, 280 (4th Cir. 2016) citing McCauley v. Home Loan Iny.
Bank, F.S.B., 710 F.3d 551, 559 n. 5 (4th Cir.2013) (finding in the context of a fraud claim that a borrower could be
injured by an under-collateralized loan).

19 See, e.g., William K. Black, Neo-Classical Economic Theories, Methodology, and Praxis Optimize Criminogenic
Environments and Produce Recurrent, Intensifying Crises, 44 Creighton I.. Rev. 597, 613-21, 637 (2011)
(explaining that use of inflated appraisals by lenders was rampant, notwithstanding recourse through repurchase
agreements); Kurt Eggert, The Great Collapse: How Securitization Caused the Subprime Meltdown, 41 Conn. L.
Rev. 1257, 1283, 1287 (2009) (same).

" Supervisory Expectations for Evaluations, FDIC FIL-16-2016.

1275 Fed. Reg. 77,449, 77,468 (Dec. 10, 2010) (Interagency Appraisal and Evaluation Guidelines).

13 See GAO, Residential Appraisals: Opportunities to Enhance Oversight of an Evolving Industry at 16 (GAO-11-
653, July 2011) (“AVMs are generally not used as the primary source of information on property value for first-lien
mortgage originations, due in part to potential limitations with the quality and completeness of the data AVMSs
use.”).

' See Chart of Mortgage Origination Values and Appraiser Credential Trends (1992-2018) (on file with NCLC).

15 See Appraisal Foundation, First-Time Exam Administrations (2015-2018) (showing total of 973 in 2015, 984 in
2016, 1172 in 2017, 1189 through Oct. 2018, and projection of 1427 for 2018) (on file with NCLC).






does not provide reasonable protection for consumers, it also creates the potential for market
risks.

Sincerely,
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